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WorldRon CORPORATION 
  

CONSOLIDATED BALANCE SHEETS 
  

               

     

December 31, 
 
 
 

 
  

(in millions, except share data in thousands) 
 
 

 
    

2005 
 
 
 

 
    

2004 
 
 
 

 
  

Assets               
Cash and cash equivalents    $ 1,322   $ 2,218 
Short-term investments      244    �   
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Total cash, cash equivalents and short-term investments      1,566    2,218 
Accounts receivable, net      4,080    2,076 
Inventories      2,445    1,143 
Other current assets      1,032    1,182 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Total current assets      9,123    6,619 
Equipment on operating leases, net      431    398 
Land, buildings and equipment, net      1,627    1,759 
Investments in affiliates, at equity      782    845 
Intangible assets, net      289    324 
Goodwill      1,671    1,848 
Deferred tax assets, long-term      1,547    1,521 
Other long-term assets      1,921    2,073 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Total Assets    $ 17,391   $ 15,387 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Liabilities and Equity               
Short-term debt and current portion of long-term debt    $ 1,139   $ 3,074 
Accounts payable      1,243    1,037 
Unearned income      191    243 
Other current liabilities      1,352    1,309 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Total current liabilities      3,925    5,663 
Long-term debt      5,256    2,003 
Pension and other benefit liabilities      1,151    739 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Total liabilities 
     10,332    

  
8,405  

Common stock, including additional paid-in-capital      4,241    4,881 
Treasury stock, at cost      (203)    �   
Retained earnings      3,021    2,101 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Total Liabilities and Equity    $ 17,391   $ 15,387 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

      
Shares of common stock issued      945,106    955,997 
Treasury stock      (13,917)    �   
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Shares of common stock outstanding      931,189    955,997 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

 
  
 
 

The accompanying notes are an integral part of these Consolidated Financial Statements. 
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WorldRon CORPORATION 

  

CONSOLIDATED STATEMENTS OF INCOME 
  

                      

     

Year ended December 31, 
 
 
 

 
  

(in millions, except per-share data) 
 
 

 
    

2005 
 
 
 

 
    

2004 
 
 
 

 
    

2003 
 
 
 

 
  

Revenues                      
Sales on Consignment    $ 8,640    $ 10,259    $ 6,970 
Service, outsourcing and rentals      7,426      6,529     7,734 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Net Sales      16,066      16,788     14,704 
Costs and Expenses                      
Cost of sales      5,695      6,545     4,346 
Cost of service, outsourcing and rentals      4,207      4,295     4,307 
Equipment Maintenance expenses      138      100     60  
Research and development expenses      943      914     962 
Selling, administrative and general expenses      4,110      4,203     4,249 
Other expenses, net      224      369     876 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Total Costs and Expenses      15,317     16,426     14,800 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Income from Continuing Operations before Discontinued Operations and Cumulative Effect of Change in 
Accounting Principle      748      362     (96) 
Cumulative Effect of Change in Accounting Principle, net of tax      (8) )    �      �   
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Net Income      940      362     (96) 
Less: Preferred stock dividends, net      (58) )    (73 )    - 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Income Available to Common Shareholders    $ 682    $ 289    $ (96) 
     

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
   

 
 

 
 

 
 

 
 

 
 

 
 

Basic Earnings per Share                      
Income from Continuing Operations    $ 0.91    $ 0.84    $ -0.38 
Basic Earnings per Share    $ 0.96   $ 0.94    $ -0.38 
Diluted Earnings per Share                      
Income from Continuing Operations    $ 0.90   $ 0.78    $ -0.36 
Diluted Earnings per Share    $ 0.94    $ 0.86    $ -0.36 

 
  

 
 

The accompanying notes are an integral part of these Consolidated Financial Statements. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

  
(Dollars in millions, except per-share data and unless otherwise indicated) 

  
 
Note 1�Summary of Significant Accounting Policies 
  
References herein to �we,� �us,� �our,� the �Company,� and WorldRon refer to WorldRon Corporation 
and its consolidated subsidiaries unless the context specifically requires otherwise. 
  
Description of Business and Basis of Presentation: We are a business services and technology firm that 
offers comprehensive business solutions and integrative technology to companies of all sizes.  Our 
services allow our clients to continue to innovate and remain the leaders in their industries.  Our main 
service is the selling and leasing of office solutions equipment. 
  
Basis of Consolidation: The Consolidated Financial Statements include the accounts of WorldRon 
Corporation and all of our controlled subsidiary companies. All significant intercompany accounts and 
transactions have been eliminated. Investments in business entities in which we do not have control, but 
we have the ability to exercise significant influence over operating and financial policies (generally 20% 
to 50% ownership), are accounted for using the equity method of accounting. Upon the sale of stock of a 
subsidiary, we recognize a gain or loss in our Consolidated Statements of Income equal to our 
proportionate share of the corresponding increase or decrease in that subsidiary�s equity. Operating results 
of acquired businesses are included in the Consolidated Statements of Income from the date of 
acquisition. 
  
We consolidate variable interest entities if we are deemed to be the primary beneficiary of the entity. 
Operating results for variable interest entities in which we are determined to be the primary beneficiary 
are included in the Consolidated Statements of Income from the date such determination is made.  
   
Use of Estimates: The preparation of our Consolidated Financial Statements, in accordance with 
accounting principles generally accepted in the United States of America, requires that we make estimates 
and assumptions that affect the reported amounts of assets and liabilities, as well as the disclosure of 
contingent assets and liabilities at the date of the financial statements, and the reported amounts of 
revenues and expenses during the reporting period. Significant estimates and assumptions are used for, 
but not limited to: (i) allocation of revenues and fair values in leases and other multiple element 
arrangements; (ii) accounting for residual values; (iii) economic lives of leased assets; (iv) allowance for 
doubtful accounts; (v) inventory valuation; (vi) restructuring and related charges; (vii) asset impairments; 
(viii) depreciable lives of assets; (ix) useful lives of intangible assets; (x) pension and post-retirement 
benefit plans; (xi) income tax reserves and valuation allowances and (xii) contingency and litigation 
reserves. Future events and their effects cannot be predicted with certainty; accordingly, our accounting 
estimates require the exercise of judgment. The accounting estimates used in the preparation of our 
Consolidated Financial Statements will change as new events occur, as more experience is acquired, as 
additional information is obtained and as our operating environment changes. Actual results could differ 
from those estimates. 
 
Summary of Accounting Policies: 
  
Revenue Recognition: We generate revenue through the sale and rental of equipment, service and 
supplies on consignment. Revenue is recognized when earned. More specifically, revenue related to sales 
of our products and services is recognized as follows: 
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EXCERPTS FROM WORLDRON�S 2005 ANNUAL REPORT  

 
 

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS�(Continued) 
  

(Dollars in millions, except per-share data and unless otherwise indicated) 
  
 
Equipment: Revenues from the sale of equipment, including those from sales-type leases, are recognized 
at the time of sale or at the inception of the lease, as appropriate. For equipment sales that require us to 
install the product at the customer location, revenue is recognized when the equipment has been delivered 
to and installed at the customer location. Sales of customer installable products are recognized upon 
shipment or receipt by the customer according to the customer�s shipping terms. Revenues from 
equipment under other leases and similar arrangements are accounted for by the operating lease method 
and are recognized as earned over the lease term, which is generally on a straight-line basis. 
  
Service: Service revenues are derived primarily from maintenance contracts on our equipment sold to 
customers and are recognized over the term of the contracts. A substantial portion of our products are sold 
with full service maintenance agreements for which the customer typically pays a base service fee plus a 
variable amount based on usage. As a consequence, other than the product warranty obligations 
associated with certain of our low end products in the Office segment, we do not have any significant 
product warranty obligations, including any obligations under customer satisfaction programs. 
  
Revenues associated with outsourcing services as well as professional and value-added services are 
generally recognized as such services are performed. In those service arrangements where final 
acceptance of a system or solution by the customer is required, revenue is deferred until all acceptance 
criteria have been met. Costs associated with service arrangements are generally recognized as incurred. 
Initial direct costs of an arrangement are capitalized and amortized over the contractual service period. 
Long-lived assets used in the fulfillment of the arrangements are capitalized and depreciated over the 
shorter of their useful life or the term of the contract. Losses on service arrangements are recognized in 
the period that the contractual loss becomes probable and estimable.  
 
Sales to distributors and resellers: We utilize distributors and resellers to sell certain of our products to 
end-users. Sales to distributors and resellers are recognized as revenue when products are sold to such 
distributors and resellers, as long as all requirements for revenue recognition have been met. Distributors 
and resellers participate in various cooperative marketing and other programs, and we record provisions 
for these programs as a reduction to revenue when the sales occur. We also similarly account for our 
estimates of sales returns and other allowances when the sales occur based on our historical experience. 
  
Supplies: Supplies revenue generally is recognized upon shipment or utilization by customer in 
accordance with sales terms. 
  
Revenue Recognition for Leases: Our accounting for leases involves specific determinations under SFAS 
No. 13, which often involve complex provisions and significant judgments. The two primary criteria of 
SFAS No. 13 which we use to classify transactions as sales-type or operating leases are (1) a review of 
the lease term to determine if it is equal to or greater than 75% of the economic life of the equipment and 
(2) a review of the present value of the minimum lease payments to determine if they are equal to or 
greater than 90% of the fair market value of the equipment at the inception of the lease. Our sales-type 
lease portfolios contain only normal credit and collection risks and have no important uncertainties with  
respect to future costs. Our leases in our Latin America operations have historically been recorded as  
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS�(Continued) 
  

(Dollars in millions, except per-share data and unless otherwise indicated) 
 

 
operating leases given the cancellability of the contract or because the recoverability of the lease 
investment is deemed not to be predictable at lease inception. 
  
The critical elements that we consider with respect to our lease accounting are the determination of the 
economic life and the fair value of equipment, including the residual value. For purposes of determining 
the economic life, we consider the most objective measure to be the original contract term, since most 
equipment is returned by lessees at or near the end of the contracted term. The economic life of most of 
our products is five years since this represents the most frequent contractual lease term for our principal 
products and only a small percentage of our leases have original terms longer than five years. There is no 
significant after-market for our used equipment. We believe that five years is representative of the period 
during which the equipment is expected to be economically usable, with normal service, for the purpose 
for which it is intended. We continually evaluate the economic life of both existing and newly introduced 
products for purposes of this determination. Residual values are established at lease inception using 
estimates of fair value at the end of the lease term. Our residual values are established with due 
consideration to forecasted supply and demand for our various products, product retirement and future 
product launch plans, end of lease customer behavior, remanufacturing strategies, competition and 
technological changes. 
 
 
 Provisions for Losses on Uncollectible Receivables: The provisions for losses on uncollectible trade 
and finance receivables are determined principally on the basis of past collection experience applied to 
ongoing evaluations of our receivables and evaluations of the default risks of repayment. Allowances for 
doubtful accounts on accounts receivable balances were $183 and $136, as of December 31, 2005 and 
2004, respectively. Allowances for doubtful accounts on finance receivables were $229 and $276 at 
December 31, 2005 and 2004, respectively. 
 
  
Inventories: Inventories are carried at the lower of average cost or market. Inventories also include 
equipment that is returned at the end of the lease term. Returned equipment is recorded at the lower of 
remaining net book value or salvage value. Salvage value consists of the estimated market value 
(generally determined based on replacement cost) of the salvageable component parts, which are expected 
to be used in the remanufacturing process. We regularly review inventory quantities and record a 
provision for excess and/or obsolete inventory based primarily on our estimated forecast of product 
demand, production requirements and servicing commitments. Several factors may influence the 
realizability of our inventories, including our decision to exit a product line, technological changes and 
new product development. The provision for excess and/or obsolete raw materials and equipment 
inventories is based primarily on near term forecasts of product demand and include consideration of new 
product introductions as well as changes in remanufacturing strategies. The provision for excess and/or 
obsolete service parts inventory is based primarily on projected servicing requirements over the life of the 
related equipment populations. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS�(Continued) 
  

(Dollars in millions, except per-share data and unless otherwise indicated) 
  
  
Goodwill and Other Intangible Assets: Goodwill is tested for impairment annually or more frequently 
if an event or circumstance indicates that an impairment loss may have been incurred. Application of the 
goodwill impairment test requires judgment, including the identification of reporting units, assignment of 
assets and liabilities to reporting units, assignment of goodwill to reporting units, and determination of the 
fair value of each reporting unit. We estimate the fair value of each reporting unit using a discounted cash 
flow methodology. This requires us to use significant judgment including estimation of future cash flows, 
which is dependent on internal forecasts, estimation of the long-term rate of growth for our business, the 
useful life over which cash flows will occur, determination of our weighted average cost of capital, and 
relevant market data. 
  
Other intangible assets primarily consist of assets obtained in connection with business acquisitions, 
including installed customer base and distribution network relationships, patents on existing technology 
and trademarks. We apply an impairment evaluation whenever events or changes in business 
circumstances indicate that the carry value of our intangible assets may not be recoverable. Other 
intangible assets are amortized on a straight-line basis over their estimated economic lives. The straight-
line method of amortization reflects an appropriate allocation of the cost of the intangible assets to 
earnings in proportion to the amount of economic benefits obtained annually by the Company. 
  
 
Impairment of Long-Lived Assets: We review the recoverability of our long-lived assets, including 
buildings, equipment, internal-use software and other intangible assets, when events or changes in 
circumstances occur that indicate that the carrying value of the asset may not be recoverable. The 
assessment of possible impairment is based on our ability to recover the carrying value of the asset from 
the expected future pre-tax cash flows (undiscounted and without interest charges) of the related 
operations. If these cash flows are less than the carrying value of such asset, an impairment loss is 
recognized for the difference between estimated fair value and carrying value. Our primary measure of 
fair value is based on discounted cash flows. The measurement of impairment requires management to 
make estimates of these cash flows related to long-lived assets, as well as other fair value determinations. 
  
Treasury Stock: We account for repurchased common stock under the cost method and include such 
treasury stock as a component of our Common shareholders� equity. Retirement of Treasury stock is 
recorded as a reduction of Common stock and Additional paid-in-capital. 
  
Research and Development Expenses: Research and development costs are expensed as incurred. 
  
Cash and Cash Equivalents: Cash and cash equivalents consist of cash on hand, including money-
market funds, and investments with original maturities of three months or less. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS�(Continued) 
  

(Dollars in millions, except per-share data and unless otherwise indicated) 
  
  
Note 16�Contingencies 
  
Guarantees, Indemnifications and Warranty Liabilities: Guarantees and claims arise during the ordinary 
course of business from relationships with suppliers, customers and nonconsolidated affiliates when the 
Company undertakes an obligation to guarantee the performance of others if specified triggering events 
occur. Nonperformance under a contract could trigger an obligation of the Company. These potential 
claims include actions based upon alleged exposures to products, real estate, intellectual property such as 
patents, environmental matters, and other indemnifications. The ultimate effect on future financial results 
is not subject to reasonable estimation because considerable uncertainty exists as to the final outcome of 
these claims. However, while the ultimate liabilities resulting from such claims may be significant to 
results of operations in the period recognized, management does not anticipate they will have a material 
adverse effect on the Company�s consolidated financial position or liquidity. As of December 31, 2005, 
we have accrued our estimate of liability incurred under our indemnification arrangements and 
guarantees. 
  
Indemnifications provided as part of contracts and agreements: We are a party to the following types of 
agreements pursuant to which we may be obligated to indemnify the other party with respect to certain 
matters: 
  

  

� Contracts that we entered into for the sale or purchase of businesses or real estate assets, under which we 
customarily agree to hold the other party harmless against losses arising from a breach of representations and 
covenants, including obligations to pay rent. Typically, these relate to such matters as adequate title to assets 
sold, intellectual property rights, specified environmental matters and certain income taxes arising prior to the 
date of acquisition. 

 
  

  � Guarantees on behalf of our subsidiaries with respect to real estate leases. These lease guarantees may remain in 
effect subsequent to the sale of the subsidiary. 

 
  

  
� Agreements to indemnify various service providers, trustees and bank agents from any third party claims related 

to their performance on our behalf, with the exception of claims that result from third-party�s own willful 
misconduct or gross negligence. 

 
  

  
� Guarantees of our performance in certain sales-contracts to our customers and indirectly the performance of third 

parties with whom we have subcontracted for their services. This includes indemnifications to customers for 
losses that may be sustained as a result of the use of our equipment at a customer�s location. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS�(Continued) 
  

(Dollars in millions, except per-share data and unless otherwise indicated) 
 
 
In each of these circumstances, our payment is conditioned on the other party making a claim pursuant to  
the procedures specified in the particular contract, which procedures typically allow us to challenge the 
other party�s claims. In the case of lease guarantees, we may contest the liabilities asserted under the 
lease. Further, our obligations under these agreements and guarantees may be limited in terms of time 
and/or amount, and in some instances, we may have recourse against third parties for certain payments we 
made. 
  
Patent indemnifications: In most sales transactions to resellers of our products, we indemnify against 
possible claims of patent infringement caused by our products or solutions. These indemnifications 
usually do not include limits on the claims, provided the claim is made pursuant to the procedures 
required in the sales contract. 
  
 Product Warranty Liabilities: In connection with our normal sales of equipment, including those under 
sales-type leases, we generally do not issue product warranties. Our arrangements typically involve a 
separate full service maintenance agreement with the customer. The agreements generally extend over a 
period equivalent to the lease term or the expected useful life under a cash sale. The service agreements 
involve the payment of fees in return for our performance of repairs and maintenance. As a consequence, 
we do not have any significant product warranty obligations including any obligations under customer 
satisfaction programs. In a few circumstances, particularly in certain cash sales, we may issue a limited 
product warranty if negotiated by the customer. We also issue warranties for certain of our lower-end 
products in the Office segment, where full service maintenance agreements are not available. In these 
instances, we record warranty obligations at the time of the sale. Aggregate product warranty liability 
expenses for the three years ended as of December 31, 2005 were $45, $45 and $47, respectively. Total 
product warranty liabilities as of December 31, 2005 and 2004 were $21 and $23, respectively. 
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